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EDITORIAL DEPARTMENT NOTE 


In cost accounting, the most difficult problems are those 
relating to the control and distribution of the indirect expenses. 
Much has been written with regard to the classification and 
distribution of these costs, but there are still important areas of 
disagreement and incomplete understanding of the problems 
involved. The two articles in this issue of the Bulletin offer 
further contributions to our understanding of these problems. 
The first presents the most generally accepted practice in over- 
head distribution from the viewpoint of the historical develop- 
ment of these procedures and, in addition, provides a case study 
showing the application of these methods to a specific com- 
pany. The second article deals with a portion of the indirect 
expenses—research, development and tool costs—which presents 
particularly difficult problems and has resulted in a varicty of 
methods of treatment. 

The author of our first article, Stanley G. H. Fitch, is a 
member of the firm of Patterson, Teele and Dennis, Boston, a 
Past President of the Massachusetts Society of C.P.A.’s, a 
member of the Council of the American Institute of Account- 
ants, and a member of the Massachusetts Board of Registration 
of Certified Public Accountants. Mr. Fitch is a Past Presi- 
dent of the Boston Chapter of N.A.C.A. and the author of 
numerous articles on accounting subjects. A graduate of the 
Massachusetts Institute of Technology in Chemical Engineer- 
ing, he spent nine years after graduation in engineering prac- 
tice and as auditor and treasurer of manufacturing corpora- 
tions. He joined the staff of his present firm in 1919, and has 
been a partner since 1919. 

Our second article is by another past chapter president, 
Herman A. Papenfoth, who served the Hartford Chapter as 
President during 1936-37. Mr. Papenfoth is a native of 
Connecticut and obtained his public school education there. 
His accounting training was obtained at the Pace Institute in 
New York City. His early accounting experience was gained 
in the cost department of the Stanley Works in New Britain, 
Conn. Since 1917, Mr. Papenfoth has been associated with The 
Trumbull Electric Mfg. Co. in the cost, statistical and ac- 
counting departments. Except for a year and a half service 
overseas, his service with his present company has been con- 
tinuous. He is at present Chiet Accountant of his company. 


Articles published in the Bulletin present many different view- 
points. In publishing them the Association is not sponsoring 
the views expressed, but is endeavoring to provide for its mem- 
bers material which will be helpful and stimulating. Construc- 
tive comments are welcomed and will be published in the Forum 
Section of the Bulletin. 
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DISTRIBUTION OF MANUFACTURING EXPENSES 


By Stanley G. H. Fitch, Partner, 
Patterson, Teele & Dennis, Boston, Mass. 


Introduction 


CCOUNTING terminology being what it is, let us first define 

our subject. What are manufacturing expenses, what do we 

mean by distribution, and why do we distribute manufacturing 
expenses ? 

The term “manufacturing expenses,” broadly speaking, applies 
to all those costs which are connected with the maintenance of fac- 
tory facilities and with the factory operations. More specifically 
the term has come to mean those costs connected with factory 
facilities and operations, such as taxes, insurance, superintendence 
and clerical labor which cannot be directly and practicably associ- 
ated with units of production as can the labor of machine operators 
and craftsmen and the materials which enter directly into the 
product. The term “manufacturing expenses” is used synony- 
mously with such terms as “indirect factory expenses,” “factory 
overhead,” “factory burden” and the English term “oncost.” 

The term “distribution” used in connection with manufacturing 
expenses means, to me, and I believe ordinarily, all the procedures 
and devices whereby expenditures or expenses which, having been 
primarily classified as connected with the factory, are further an- 
alyzed and classified and identified with or allocated to factory de- 
partments, or cost centers or machines, and thence to units of prod- 
uct upon the most equitable and practicable basis. In certain dis- 
cussions of the subject a distinction is made between distribution 
and allocation, although such has not been done in this paper. 

We distribute manufacturing expenses because as a lump sum 
they are “without form and void.” Knowledge of them is acquired 
progressively with their distribution and analysis and, of course, in 
direct proportion to the time and thought expended. The behavior 
of manufacturing expenses as a lump sum is indeed perplexing, 
but upon distribution and analysis it becomes apparent that their 
behavior is quite rational and that there is a relationship between 
them and factory operating activity. Manufacturing expenses are 
in most cases an extremely important element of cost, and without 
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knowledge of their relationship to other factors which comes from 
adequate analysis and distribution, an industrial manager cannot 
(1) exercise sound judgment in pricing his company’s products, 
(2) intelligently direct sales effort, (3) effectively carry out cost 
reduction measures, (4) control the amounts of the expenses them- 
selves, (5) pursue an intelligent dividend policy, or in fact, upon a 
sound basis, decide the many other important matters of business 
policy in which the behavior of manufacturing expenses is an im- 
portant consideration. 

Our subject is not a new one. The conditions which gave rise 
to manufacturing expenses as an increasingly important factor in 
the scheme of things started over two centuries ago. Accountants, 
economists and others have all thought about it and it would be 
surprising indeed if it were not found (as it has been) that most 
of the important points in connection with the subject of manufac- 
turing expenses and their distribution had been recorded many 
years ago. 

I propose to dig into history to some extent and show that such 
is the case, to touch upon the broad principles of our subject, and 
then in recognition of our mutual desire as N. A. C. A. members 
for “what, why and how-we-do-it articles” I am going to discuss 
a particular case—one which I believe indicates the possession of 
knowledge by the cost acountant and the company as to the ob- 
jectives of manufacturing expense distribution. 


Historical Background 


While it is probable that overhead became a problem of industry 
with, or shortly after, the advent of the industrial revolution in 
England in the eighteenth century, the cost accountants of that 
period were by no means as productive of literature as they have 
been for the past twenty or more years, and therefore—to my 
knowledge at any rate—there is no evidence as to when overhead 
first became of interest to and an important benefactor of cost 
accountants. 

Under conditions which prevailed prior to the industrial revolu- 
tion, the manufacture of cloth and other products entering into 
commerce was carried on in the individual household under the 
direction of—or at least for—an entrepreneur who supplied the 
raw materials and who paid the individual workmen or craftsmen 
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in some form or other when the raw material had been converted 
into a useable finished product. The entrepreneur’s investment was 
first in raw materials and supplies and subsequently in raw ma- 
terials, supplies and finished product, the exact cost of which he 
knew readily. He had no fixed investment in plant or equipment, 
for the equipment with which the product was fabricated was gen- 
erally owned by the individual workman and had been made by him 
largely of wood in his spare time. Neither the craftsman who was 
“labor” nor the entrepreneur who was “capital” had any accounting 
problem resulting from overhead costs. In the first instance the 
amount received by the craftsman, measured by the subsistence for 
labor and the scarcity or oversupply of that commodity, provided, 
after a fashion, for the craftsman, his wife and family, who rep- 
resented directly or indirectly supervision, indirect labor, power, 
heat and social security. In the second instance, the entrepreneur’s 
costs were his payments for materials and their fabrication. If he 
were able, he in turn sold them for enough to provide a mode of 
living to which he believed his station in life entitled him. 

In the eighteenth century, however, this simple state of things— 
at any rate, in the accounting sense—began to change. In the rela- 
tively short period between 1733 and 1785 there were invented or 
perfected the flying shuttle, the roller spinning frame, the spin- 
ning jenny, the spinning mule, the power loom and the steam en- 
gine. Increase in England’s manufactures was rapid and between 
1764 and 1834 British annual consumption of cotton increased 
from 4,000,000 pounds to 300,000,000 pounds. In other industries, 
notably woolen and worsted, adoption and application of new ma- 
chinery was markedly slower, but none the less positive. 


The Factory System 


With this beginning of industrial progress, of course, came in- 
dustrial concentration in factories with relatively large capital in- 
vestments and attendant outlay for taxes, insurance, maintenance, 
supervision, and other items not directly traceable to any particular 
item of product as were raw materials and the labor of machine 
operators, but obvious to management as an important factor in the 
cost of production of goods. 

The first generally known recorded mention of our subject is 
contained in a small book, The Economy of Manufactures, writ- 
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ten by the eminent British mathematician and inventor of the first 
punched card tabulating machine, Charles Babbage, in 1832. He 
said, “In any particular manufacture there will be a certain mini- 
mum proportion of indirect expenses for supervision, lighting, 
clerical work, passage of materials from process to process, repair- 
ing, etc., which cannot be exceeded in any similar factory without 
a less efficient production resulting. . . . It is of great importance 
to know the precise expense of every process, as well as of the 
wear and tear of machinery that is due to it.” 

Robert Torrens in 1834, and Nassau William Senior in 1862, 
both English economists, commented upon the relationship of pro- 
duction to fixed costs and the possibilities of increasing production 
without corresponding increases in outlay. The latter’s comment 
that fixed capital “makes long hours of work desirable” and that 
with the increased use of machinery “the motives to long hours of 
work will become greater” was used by Karl Marx in Das Kapital 
(1867) as an argument against the private industrial system. 


The Railroads and Fixed Costs 


John Maurice Clark in his Economics of Overhead Costs (1923) 
says that the maturity of the railroad which opened up the markets 
of the world and thus made possible the full development of mech- 
anical production was the factor which really brought the subject 
of overhead costs into prominence with economists. “When rail- 
roads were new, their rates were commonly uniform or nearly so, 
based on weight and distance, and were uniformly high. Soon it 
was discovered that additional traffic could be carried at little or no 
additional cost and that reduced rates, if confined to classes of 
traffic not already moving, would increase the net earnings of the 
company. Thus classification was born and the foundations were 
laid for cheaper railroad carriage than would ever have been pos- 
sible without discrimination. . . . Under pressure of contending 
interests with the need of justifying practices against attack, the 
theory underlying discrimination became vocal and explicit, and 
the world learned that railroads were different from other indus- 
tries because such a large part of their costs were constant or in- 
dependent of traffic. 

“Thus the world of economic thought was made aware of a fact 
which is older than railroads, older than economic science, and, far 
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from being a peculiarity of one business or of a group of highly 
capitalistic businesses, is universal. . . . So far as railroads were 
concerned, the chief use made of the notion of overhead costs was 
to justify discrimination as a general practice, on the ground that 
added traffic was not responsible for those costs which did not in- 
crease as traffic increased, and that in any case it was impossible 
to determine the proper share of costs traceable to one shipment or 
one unit of business.” 


An English Viewpoint—1904 

It may be presumed that during this period of industrial develop- 
ment, cost accountants accompanied the economists in their interest 
in the perplexing behavior of overhead and concerned themselves 
seriously with ways and means of explaining its behavior to man- 
agement. Only by such presumption have I been able to explain the 
thorough treatise on the subject which appeared in 1904 in the 
Encyclopedia of Accounting edited by George Lisle, C. A. and 
Fellow of the Faculty of Actuaries. 

The author of the section of the Encyclopedia devoted to “On- 
cost,” John Mann, Jr., Chartered Accountant, introduces his sub- 
ject by reference to its economic aspect : 

“The economic importance of the subject may be first noted, and 
especially the light which its study throws upon the Ricardian 
teaching that price generally varies with cost of production. It be- 
comes clear that owing to the increase of machinery and the in- 
tensity of Trust and Tariff—fostered competition—a very careful 
definition or analysis of “cost of production” is required if this 
doctrine is to remain anything like universally true, i.e., the cost 
of production that fixed the price must be not prime cost of labor 
and materials only, but a full schedule of costs including every item 
of oncost or indirect expenses. 

“The enormous increase in the amount of capital permanently 
invested in manufacturing industries—“fixed capital” as it is 
called—correspondingly increases the fixed charges as an element 
of cost. Further, as machinery supplants labor a change takes 
place in the analysis of costs, the proportion of fixed charges, on- 
cost and expenses grows, and the proportion of wages to total cost 
diminishes. Men may be dismissed, hands reduced in times of de- 
pression, but machines may not; if they stand idle their attendant 
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charges for site, interest, and depreciation still run on. The re- 
ducible and controllable factors therefore tend to decrease, the 
fixed and irreducible factors to increase. The more machinery a 
manufacturer introduces, the more he is at the mercy of the mar- 
ket, up to the point of sacrificing all oncost. Hence, occasions 
arise where it is the lesser evil to keep machines at work producing 
at some loss rather than suspend work and so sustain a greater loss. 
In other words, it may be expedient to sell at a price which yields 
enough to pay for wages and material with something left over in 
addition, however small, towards oncost—let the contributions to- 
wards oncost be ever so little—it is better than no contribution at 
all. In this circumstance the price does not vary with the cost... . 
It is easy to sell under cost. If it is done in full knowledge and as 
a part of a set policy of extension, it may be defensible; if it is 
done through ignorance or carelessness, it is inexcusable.” 


An Introduction to Modern Developments 

In connection with “Normal Expense Rates” after discusing the 
variability of ratios between production and expenses at different 
production levels, Mr. Mann states: “The only sound conclusion 
is that such fluctuations in expense ratios must be eliminated in 
recording ascertained costs and also in preparing estimates of 
future cost.” 

The author then goes into detail to outline the manner in which 
expenses should be distributed or allocated departmentally so that 
basic information is available for control and for the determination 
of the rates (per machine hour, man hour, labor dollar, and so on) 
to be used as normal rates in calculating the cost of production. 
Interestingly enough, interest on investment is included as an ele- 
ment of cost. 

The next step in this rather remarkable article, considering its 
date (1904), is the development of what today we know as the 
flexible budget. The expenses for a productive department “ready 
to go,” so as to speak, are developed and then also the expenses for 
three different levels of productive activity so that there is pro- 
duced an index of the fixed and variable components, illustrative 
of the behavior of oncost under the circumstances existing in the 
plant used as an example. 

Finally the author introduces the now well-known “cross-over” 
or “break-even point” chart, reflecting thereon the conditions de- 
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veloped in the flexible budget mentioned above and suggesting that 
valuable results will be obtained by the manufacturer if he studies 
his oncost problems and his business generally in the light of the 
information provided or possible of provision by such media. 

I wonder if, since the time of that treatise, our thinking on mat- 
ters pertaining to the distribution of manufacturing expenses or 
oncost has resulted in more than confirmation of the general 
soundness of the approach to the subject then recommended, and 
achieving through repetition and further analysis a more wide- 
spread understanding and acceptance of the principles then out- 
lined. Perhaps that is enough for thirty-six years of effort not by 
any means limited to this phase of cost accounting alone. 


Present Acceptance of These Principles 


As to the extent of present acceptance of those major principles, 
it may be presumed that you are all familiar with the results of the 
N. A. C. A.’s research study of “Practice in Applying Overhead 
and Calculating Normal Capacity,” in the Bulletin for April, 1938 
which summarizes the burden practices of over 200 companies very 
interestingly. My particular interest was in comparing certain of 
the results of this study, not confined to a particular industry, with 
a survey recently conducted in respect of one industry in which a 
member of my organization participated. 

One point stood out among others. The N. A. C. A. survey in- 
dicated that 48 companies, or 22 per cent of the total, use a single 
overhead rate for the entire plant, although a substantial propor- 
tion of the companies were of considerable size and were engaged 
in the manufacture of diversified products. This condition was 
even more accentuated in the results of the survey of the single 
industry whose products are also diversified. This survey indicated 
that 32 companies, or 51 per cent of the 63 companies who re- 
ported, use a single burden rate for the plant as a whole. If, too, 
as is generally observed in similar cases where all the attendant cir- 
cumstances are known, those companies using the overall burden 
rate have no statistical facts of consequence relating to burden, 
there is an indication of the education work on the subject still to 
be done. Membership directors of N. A. C. A. may view this situ- 
ation with interest. 
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A Case REvIEW 


The company whose distribution of manufacturing expenses it 
is now proposed to review is a company of medium size with an 
annual volume since 1933 ranging from $750,000 to approximately 
$1,000,000. The company develops and manufactures, from rela- 
tively inexpensive raw materials, products both for use in the man- 
ufacture of other products and also for ultimate direct distribution 
to the consumer, although its own distribution is through large out- 
lets. Certain of its products are competitive with products of like 
utility but containing more expensive raw materials ; certain others 
of its products must be produced to sell in definite price fields. In- 
timate knowledge and strict control of costs is important. Differ- 
ential costs are extremely important. The company believes that 
possession of such knowledge as it has, accounts in no small de- 
gree for the fact that only in one year during the recent depression 
did it sustain a net loss and that of such small proportions that 
working capital was scarcely affected. 

A large part of the company’s raw materials are of foreign 
origin and partly for that reason substantial inventories are main- 
tained. The costs of storage and handling are segregated and in- 
cluded in product costs on a per pound basis. 

The company distributes its expenses of manufacturing and re- 
lated activities primarily to ten direct productive departments, to a 
materials handling department and two other service departments. 
For cost purposes the expenses of the service departments, except 
materials handling, are redistributed to the productive departments. 

Generally speaking, the machines in each department are fairly 
uniform in terms of investment, power demands and other related 
expenses. The effective wage rates of operators within a depart- 
ment do not differ to any important degree. It appears, therefore, 
that the use of the productive departments as cost centers and of 
direct labor value as a basis for application of departmental costs 
to product will result in practical accuracy for cost purposes. The 
company’s productive departments are not now balanced in their 
productive output for a given period of operation and balance is 
achieved by varying the relative periods of operation of the depart- 
ments. As will be seen later this situation is reflected in the cost 
accounting procedure. 
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The Flexible Budget 

A very important device in the company’s scheme of expense 
distribution is the departmental flexible budget exemplified in Ex- 
hibit 1. (lor obvious reasons all figures shown on that sheet are 
fictitious.) In the preparation of the departmental budgets the 
company’s chief accountant works in co-operation with the factory 
superintendent and one of the assistant superintendents who has 
immediate responsibility for matters pertaining to the budget and 
control of expenses. A budget for each productive department and 
service department is prepared in respect of the expense require- 
ments at five different levels of activity. The budgets for direct 
labor at each activity level are related to the practical capacity of 
the respective department. (Practical capacity, defined in more 
detail later, makes certain allowances for sickness, breakdowns and 
other failures in comparison with theoretical capacity. ) 

The next step is to determine the indirect labor, such as foremen 
and helpers necessary for the departmental operation. Foremen 
are those in charge of a productive department. In this company’s 
case they are paid on a weekly basis and one foreman is required 
for each department for each shift operated. If temporarily a 
shift or a department is not operating, the foremen are assigned 
to other necessary work around the plant. Helpers, whose work 
consists of moving materials, assisting on machines and similar 
duties, are paid on an hourly basis and generally are required in 
proportion to departmental activity, as indicated by the direct labor 
employed. In the case of the particular department which we are 
using as an example in Exhibit 1, three men of the eight helpers 
provided for at the 66% per cent level are required in the replace- 
ment of a perishable “supply” used on the machines. As Mr. A. 
Martin of the General Electric Company points out in a recent 
N. A. C. A. Bulletin, “Straightline budgetary control assumes that 
labor is infinitely divisible, which is not true. It is obvious, then, 
that the greater number of units of labor (people) involved, the 
more nearly the straight line approximates actual conditions, and, 
conversely, the smaller the number of units of labor, the less nearly 
the straight line approximates actual conditions. It is reasonable, 
however, to assume that a straight line does represent the varia- 
tion in actual requirements for a particular function.” Obviously, 
in the case we are reviewing, fifteen direct labor employees would 
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in the indicated proportion require seven and one-half helpers, 
which is difficult of exact attainment unless it is possible to share 
the employees’ time with another department. 

Supplies in this case consist principally of belting, lubricating 
greases and one relatively perishable expense item on the machines 
in this department, as referred to previously. 

Expenses connected with social security taxes and workmen’s 
compensation insurance are, of course, proportionate to the wages 
or number of employees in the department. 

Repairs to Machinery and Equipment reflect the charges by the 
mechanical department for maintaining the equipment and ma- 
chinery in Department 3. Each productive department of the plant 
is charged regularly with a proportion of the fixed charges of the 
mechanical department and, in addition, is charged with the actual 
cost of repair labor and materials utilized in its behalf. In this case 
the company builds a considerable portion of its own equipment 
and experiments in this field also, so that with such work the size 
of the mechanical force can be fairly well stabilized. 

The provisions of the budget to this point represent items of ex- 
pense which are identified as Group 1, and they represent direct 
charges to the department and broadly the expenses over which the 
factory manager can exercise control. As will be seen later, the 
actual manufacturing expenses of the department are distributed 
so as to coincide with this budget setup. 


Group 2 Expenses 


Group 2 in the budget comprises those items of expense over 
which the factory manager can exercise relatively little if any con- 
trol. The first item in this group, which is repairs to buildings, rep- 
resents first a departmental proration on the basis of occupied area, 
the fixed charges of the mechanical department applicable to gen- 
eral building maintenance, and also a provision for the charges of 
this department for work applicable to the department. 

Certain processes of the company require industrial steam and 
this expense, as well as the maintenance of proper working room 
temperature, are combined and provided for under the item of 
heat. Fixed charges connected with the operation of the boiler de- 
partment are prorated to each productive department in accordance 
with the normal needs of each, as determined by occasional check 
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with meters. The variable expenses are distributed according to 
the weighted relative activity of each productive department. Light 
and power are purchased and are distributed to departments on the 
basis of weighted candie power and horse power, respectively. 

The items of taxes, insurance, depreciation of machinery and 
equipment and depreciation of buildings are prorated amounts 
applying to productive and service departments on the basis of 
floor area for taxes, insurance and depreciation applying to build- 
ings, and on the basis of machinery and equipment valuation for 
insurance and depreciation applying to machinery and equipment. 

As previously stated, the company builds a considerable portion 
of its machinery and equipment and is constantly experimenting 
with new products. Department 3, used as an example in this re- 
view of manufacturing expense distribution procedure, is one of 
the departments in which a substantial proportion of the specially 
designed machinery and equipment is utilized ; it is also one of the 
departments through which all of the company’s products must 
pass. The company’s appropriations for experimental work, both 
in connection with equipment and products, continue whatever the 
production level, but are increased generally in accordance with the 
money available which, in turn, is generally related to productive 
activity. Hence in the departmental budget, the item of experi- 
mental expenses. 

The item, general factory expense, comprises (1) an allocated 
proportion of the salaries of officers in the company whose time is 
devoted almost exclusively to manufacturing and manufacturing 
processes, (2) the salaries of the factory superintendent, the assist- 
ant superintendents, and factory office employees, and (3) certain 
general expenses not otherwise lending themselves to departmental 
allocation. The basis of allocation to productive departments is the 
cost of direct labor. It is interesting to note, in connection with the 
mention of officers’ salaries, that all officers of the company draw 
nominal salaries, the major portion of their normal compensation 
being related definitely to the company’s earnings. 

As a result of all this distribution or allocation there has been 
produced a series of departmental budgets with the service depart- 
ments, except one (materials handling) redistributed to productive 
departments. In each productive department, budgets for five dif- 
ferent levels of productive activity have been developed and also 
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the budget for “standby charges” or conditions of temporary non- 
operation, which may be termed for practical purposes, “fixed 
charges.” It is recognized, of course, that in the emergency of a 
major depression certain of these charges would be eliminated, but 
ordinarily they do not vary with production. The budgets for each 
level of productive activity, excluding what we may accept as fixed 
charges, should vary approximately with the direct labor in each 
department. This is found to be so in our illustrative budget for 
Department 3. It is found, too, that the degree of variability is 
160 per cent of the direct labor cost and, of course, that is the case 
for all productive levels indicated. The rate of the fixed charges 
in comparison with the direct labor varies with each activity level 
and one of these levels is to be selected as that at which the 
“normal” burden rate or manufacturing expense rate of the de- 
partment is to be fixed. 


Normal Capacity 


Our case company arrives at the determination of normal cap- 
acity or normal utilization as follows. Theoretical capacity for 
each department is first determined by adding all the direct labor 
hours necessary for three eight-hour shifts, five days per week, 
and fifty-two weeks in the year, except certain holidays specified 
in the contract with the labor unions. Practical capacity is deter- 
mined by making allowance for sickness, breakdowns and the fact 
that except by operating Saturday and Sunday at overtime rates, 
three-shift operation is the “ceiling.” It has been mentioned previ- 
ously that because of the nature of products which are now manu- 
factured the productive output of different departments in any 
given period varies considerably and balance is achieved by varying 
the relative number of hours in the departments. The department 
of least per hour capacity is, of course, operated the most hours 
each day or week, (approximating three shifts a day) and other 
departments are operated a sufficient number of hours each day 
or week to maintain a balance in productive output. 

This situation has obtained approximately two years and for that 
period has been considered as a normal condition. It is reflected in 
the basis for burden rates by adjusting the practical capacity hours 
in each department to the point of balance. As exemplified in Ex- 
hibit 1, which we have been reviewing, the normal utilization or 
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normal capacity of that department is 6634 per cent in relation to 
practical capacity of 100 per cent. At that level of operation the 
expenses of the department which we may accept as fixed expenses 
represents 85 per cent of the direct labor of the department and, 
with the variable expense ratio of 160 per cent, represent a burden 
rate in relation to the value of direct labor of 245 per cent. Thus it 
may be seen that in respect of Department 3, normal utilization or 
normal capacity is determined first by relating its capacity to all 
other departments and then by estimating the probable commercial 
needs of customers. 
Exuinit 2 
FACTORY BURDEN RATES 


Variable Fixed Total 

%—D. L. Normal Normal 
Dept. Ib.—Mat. Week Basis Basis 
1 141% $ 52.00 49% 190% 
2 79% 40.00 31% 110% 
3 160% 370.00 85% 245% 
4 102% 154.00 38% 140% 
5 96% 46.00 4% 140% 
6 86% 30.00 14% 100% 
6a 99% 135.00 21% 120% 
7 101% 54.00 59% 160% 
8 82% 20.00 18% 100% 
9 269% 4u.00 171% 440% 

10 .0035 Ib. 85.00 .0007 Ib. .0042 Ib. 
$1,026.00 


It is assumed that when the company is operating at the normal 
utilization level all expenses will be absorbed. Idle plant expenses 
are not segregated in the accounts although it is apparent that such 
could be done very easily. The burden rates of all departments of 
the plant not redistributed are shown in Exhibit 2, according to 
their fixed and variable components and total as well. 


The Budget Report 


Exhibit 3 is a budget report which is prepared monthly for the 
factory executives in respect of each department’s performance, in 
comparison with the respective budgets for the current month and 
for the year to date. Strictly speaking, I suppose this report ts as- 
sociated with the control of, and not the distribution of, manufac- 
turing expenses, but one reason for the distribution of manufac- 
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BUDGET REPORT - MONTHLY 
peraxraant _ 


Yonth end _ Months Period Ending 


‘This Mouth Year to Dete 
Actual Actual 
Account Pr v Actual Budget U or (0) Actual Budget U or (0) Comments 
245 
$2,156.70 _| $2,850.00 | (306.70) | $4,673.39 | $4,510.00 ]8(263.39) | 
( 7 
¥ 16 300.00 $ 296.00 4.00) | $ 762.47] $ 722.00 40.47) 
749.3 666.00 ( 83.36) 1,703.11 1,624.00 ( 79.11) 
“ Supplies 29 501.29 537.00 35.71 1,370.30 1,308.00 ( 62.30) - 
" work Coa 6 130.77 121.00 ( 19.77) 276.25 270.00 ( 6.25) 
1 ua 42.00 18 298.71 375.00 76.29 1,049.63 733.00 (111.63) | Sa 
Group 1 |$ 42.00 | 105%] $1,980.13 | $1,985.00 4.87 35,161.76 | $4,862.00 |$(299.76) 
G (Repcirs - P ( 63.30) 
Building] $ 2/8 216.14 | 9.00 1$(137.14) | & 279.30] 
Ht, ,Lt.$Pr 22 475.17 503.0 27.83 1,502.5 l, 2.53) ~ 
2 - $25.00 $25.00 5.00 1,575.00 
Experi- 
416.00 | 12 429.3 ? 313.68 1,844.19 060.00 5.81 
General 
Factly 250.00 13 538.00 490,00 ( 48 1,170.39 l, 0 61 
Group 2 |$ 1,554.00 55 |22,408.63 | $2,571.00 | $ 162.57 $7,046.41 | 37,142.00 [3 95.59 wt 
$ 1,596.00 32,308 7% | 34,556.00 | $ 167.24 | 912,208.17 [$12,004.00 [3(204.17) 
Burden Absorbed ($1,850.00 x 245%) $4,532.50 Burden &xpense $12,208.17 
4,388.76 Burden Absorbed ($4,510.00 x 
245%) 11,049.50 
Barden Overabsorbed Darton Underabsorbed 
Volume Variance Volume Variance 
Expenditure Variance txpendi ture 204.17 
$1,158.67 


3 


turing expenses is to facilitate control and therefore it may not be 
out of order to review this report briefly. The amount of direct 
labor, according to the budget as shown on this report, is the total 
of the standard direct labor allowances for all production passing 
through the department during the periods under review. The 
amount of actual direct labor is taken from the analysis of pay- 
roll. The direct labor amounts and the amounts for labor of fore- 
men and helpers are also reported to the factory executives each 
week shortly after the payroll has been prepared. The other items 
of actual expense shown on the budget report are taken from the 
company’s subsidiary record in which manufacturing expenses are 
distributed departmentally. 
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Under columnar headings F and V of Exhibit 3 are shown the 
factors from which the budgets for the periods are developed. The 
amounts shown under columnar heading F are the monthly charges 
for each of the fixed components of the expenses of the depart- 
ment, while under the columnar heading V are the variable com- 
panents of the expenses expressed as percentages of standard 
direct labor. In the case of each expense item, the budgeted 
amount consists of the fixed component, if any, plus the variable 
component percentage of standard direct labor. Thus, in the case 
of repairs to machinery and equipment for the month, the budgeted 
amount is $375, which consists of $42 plus 18 per cent of $1,850, 
or $333. 

Reconciliation of actual expenses and burden absorbed into the 
costs of product during the month and the period is indicated at 
the bottom of the report. Burden absorbed for the month is the 
product of the standard direct labor, $1,850, and the burden rate 
of 245 per cent, or $4,532.50. The actual burden expense for the 
month amounts to $4,388.76, as shown by the report, so that the 
burden is overabsorbed for the month in the amount of $143.74. 
This amount is the net result of the difference between expendi- 
ture variance ($167.24) and volume variance ($23.50). Expendi- 
ture variance ($167.24) is due to variance in efficiency and vari- 
ance merely in the incidence of expenditures, each of which two 
latter variances are commented upon by the factory management 
in the column provided for comments at the extreme right of the 
report. 

The budget reports and the performance of the plant in relation 
to the budget are the immediate responsibility of one of the assist- 
ant superintendents, and all proposed expenditures affecting the 
plant are reviewed by him. 


The Cost Sheet 


Exhibit 4 represents the cost sheet used by the company. This 
form provides clearly and concisely for all the information relating 
to the standard cost of the product. In connection with our subject, 
“The Distribution of Manufacturing Expenses,” our only interest 
in this form is the manner in which such expenses are indicated 
thereon. Provision is made for the individual record of the vari- 
able and fixed expenses of the departments involved in production 
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Date_\a\ _Style_Se4 _ 


is. $0,900 Fin. width wa" Fin. eight as whrin ace 


: 
or Unit |. Unit “rice | sxtension TOTALS 
= = 


1,231.60 
9,188.50 


214.25 
8,752.96_ 
22,155.71 
AXXXKXKAX 


ExnHisit 4 


and the summary of the total of each component in arriving at the 
total “cost of manufacturing.” Considering the nature of the com- 
pany’s business and the keen competition in connection with sev- 
eral of its products, a knowledge of its differential costs is of great 
importance. This is available, of course, by the elimination of fixed 
expenses from its total costs. 

It is believed that the procedures which this company employs in 
its distribution of manufacturing expenses have given it a knowl- 
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STANDARD COST SHEET | 
|_* _Manufacturing bxpense ____ 
| Cost our int unt Rate Azount 
141 763.70] 49% 265.40 
: 214.67 19 169.59 | 31% 66.55 
3 1,539.25 160% P,462.80] 85% » 308. 3€ 
4 27.48 1 844.02 | 38% 314.44 | 
73.33 96% | 646.40] 44% 296.27 
6a 417.89 99% | 413.71] 21% 87.76 
10 1b} 923.30 185.66 
| tal 9214.25 jee 9228.52 524.44 
{ oT LABOR 
TOTAL PROVISION WUPACTURING EXPENSES | 
Variable expenses 228.52 | 
¥ TOTAL COST OF MANUFACTURING 
ING AN LXPENSES? 
Variable exrenses (1-2-3-4) 
| Fixed (1-2-3-4) 
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edge of cause and effect, or what makes it “tick,” in so far as gen- 
eral classification of expenses is concerned at any rate, that is not 
exceeded by any other company. It is clear, in the light of what 
was mentioned in the historical introduction, that there is nothing 
new in the principles of manufacturing expense distribution as 
applied by this company—that they are the principles which were 
recognized at least as early as 1904. Having withstood the sure 
test of practical use and mature thought, they have gradually re- 
ceived general acceptance by the most successful companies as 
necessary to knowledge of manufacturing expense behavior. 
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RESEARCH, TOOL AND ENGINEERING COSTS 


By Herman A, Papenfoth, Chief Accountant, 
The Trumbull Electric Mfg. Co., Plainville, Conn. 


OOL and engineering costs are so closely related to research 

costs in general, that one cannot very well be considered with- 
out the other. There is a wide variation in the treatment of these 
costs under the same and dissimilar conditions, but the problem, 
after all, concerning any expenditure is whether it shall be cap- 
italized or charged currently to expense. If capitalized or included 
under deferred charges, the question then involved is merely how 
this capitalized expenditure is to be charged to profit and loss or 
liquidated through costs, and the period during which such ab- 
sorption in costs is to be made. This sounds simple enough but 
there is probably no group of expenditures where the practice as 
to the disposition in the accounts varies more than in research, tool 
and engineering costs. 


Definitions and Background 


Webster defines research as “careful or critical inquiry or ex- 
amination in seeking facts or principles, a diligent investigation in 
order to ascertain something.” 

From an accounting viewpoint, in its broader aspects, research 
costs include expenditures for the development of new products, 
improvement of present products, development of new manufac- 
turing methods, development of new and special machinery, cost 
of purchased patents, royalty on the manufacture of patented prod- 
ucts, patent litigation expense, testing products, field service to 
cover supplementary development and to remedy complaints due 
to design of products after their delivery. Specifically, expendi- 
tures made embracing these purposes include the compensation of 
engineers and draftsmen, indirect expense of engineering and 
drafting departments, experimental labor and indirect expense of 
the experimental department, and material and expense incurred in 
manufacturing departments in making, testing and inspecting in- 
itial products while in process of development. In general, this 
gives us a descriptive background for the consideration of research 
and engineering costs. 
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Under the broadest interpretation of tool costs, tools may mean 
anything from an axe or a hammer, to large and complicated dies 
and massive equipment used in forming the body of a modern auto- 
mobile. However, for the purpose of restricting our consideration 
of tool costs, we will include expenditures for patterns, molds, 
jigs, punches, dies and other small tools, attachments and fixtures 
designed for specific products under this category of tool costs. 
So much for the general background and definition of tool costs. 


Accumulation of Research and Tool Costs 


Before considering the actual disposition of these costs, we are 
naturally interested in the methods provided for the accumulation 
of such costs. It is assumed that any well run system for con- 
trolling these costs provides for proper authorization of such ex- 
penditures by management—a committee or certain designated 
individuals in the organization. Where the practice does not pro- 
vide for issuance of specific authorizations, expenditures presum- 
ably are charged on a departmental basis under specific accounts. 
However, the use of an individual authorization and the subse- 
quent accumulation of material and labor costs under this authori- 
zation or order number provides as a matter of routine the basis 
for an adequate subdivision and classification of these expendi- 
tures. Expenditures for material, engineering salaries or clerical 
salaries applicable to research and development authorizations may 
be charged under any desired classification and present no prob- 
lem provided that such salaries do not in any way require the ap- 
plication of overhead expense thereto. On the other hand, in op- 
erating the experimental department and in any regularly estab- 
lished tool room where supervision, equipment and depreciation 
thereon, maintenance, use of power and other incidental expenses 
are involved, we have the problem of overhead application. 


Three Types of Charges 


Tool room or experimental department overhead, as we visu- 
alize it, includes three divisions of expense charges : 


1. Direct charges or assessments such as supervision, clerical labor, 
handling and trucking, machine and equipment maintenance and 
the usual run of direct charges. 

Fixed charges, including taxes, insurance, depreciation and cost 
of floor space occupied, all of which may be assessed or allocated 
on a fairly definite basis. 
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3. Prorated general expenses which would include a share of general 
factory supervision, general clerical labor including cost clerks, 
purchasing department, general maintenance, depreciation and 
other factory operating or indirect expenses which cannot be di- 
rectly charged to any regular manufacturing department. 


In so far as may be possible, such general factory expenses are 
allocated to the departments on some logical basis and any remain- 
ing amount may be more or less arbitrarily allocated according to 
the relative amount of direct labor or direct labor hours included 
under these departments. Objection is raised frequently to the 
allocation of any general factory expenses to the tool room or ex- 
perimental department since the resulting accumulated costs with 
overheads thus applied may bring tool costs above competitors 
prices at which similar tools may be purchased from outside 
sources. Another objection is that it tends to inflate tool costs if 
capitalized, or in any case inflates tool costs on whatever basis they 
may be liquidated into expenses. To offset this point of view, the 
exclusion of any share of general expense in the tool room or ex- 
perimental room overheads might very well be considered arbitrary 
and discriminating in placing the load on production departments 
only. 

In discussing tool costs, we are not alone concerned with the 
initial expenditure for making tools but also their subsequent main- 
tenance. The cost of maintaining tools in the tool room or a sub- 
division thereof may be accumulated by job orders if desirable, or 
at least charged to manufacturing departments making use of the 
tools. It seems only reasonable, when charging manufacturing de- 
partments for maintenance work performed by the tool room, that 
such charges should absorb and include as a part of this main- 
tenance cost, the regular tool room overhead. 

The data for the accumulation of these costs is derived from the 
usual sources of information such as vendors’ invoices, material 
requisitions, factory time tickets, time records of engineers and 
draftsmen, or from other records maintained. Subsidiary ledgers 
may be necessary depending entirely on the amount of money in- 
volved and the desired classification of such expenditures. 

Capital or Revenue Expenditure 

In the classification and distribution of research and tool costs 
there is definitely a difference of opinion as to the best practice to 
follow with respect to the following: 
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1. When should expenditures be capitalized and what limit, if any, 
should be placed upon the amount to be capitalized ? 

2. If charged to expense, under what expense subdivision should 
such expenditures be included ? 

3. With respect to unsuccessful development projects, what disposi- 
tion should be made of the amount capitalized and not absorbed 
against production or sales? 


An argument for capitalization is that it permits the proper 
allocation and liquidation of these expenditures by the classes of 
product to which they apply. As to the point that capitalization is 
not conservative, a full reserve may be set up against the amount 
thus capitalized. Our practice is to set up development and re- 
search expense as a deferred asset, liquidating this expense over 
cost of goods sold by classes of product. At all times we have a 
100 per cent reserve against any unliquidated development expense, 
except that at the end of each year such unliquidated expense is 
written off. It is restored at the beginning of the year, with its 
full reserve, and carried along from year to year on this basis. 


Research Costs 

Development or research expense is of four principal types and 
the following disposition is suggested under the conditions illus- 
trated. 


1. Development work on manufacturing methods, if consid- 
ered under the category of research costs, may be charged 
directly to manufacturing expense since in most cases this 
is an ordinary expenditure in the course of manufactur- 
ing and in the improvement of manufacturing methods. 
However, some unusual conditions might exist where one 
would be justified in setting up some such major expendi- 
ture under deferred charges to be liquidated over a rea- 
sonable period of time. 

Development work on new products is quite generally 
charged to deferred expense and liquidated over produc- 
tion, through cost of sales, or directly to profit and loss as 
an income deduction. Obviously, as the treatment varies 
with respect to this expense even within the same indus- 
try, cost comparisons between manufacturers would tell 
little or nothing unless the basis of costing were clearly 
understood. Another point for consideration with respect 


506 


. 


January 1, 1941 N. A. C. A. Bulletin 


to the manner in which this expenditure is liquidated, is 
the effect on inventory valuation. Obviously, if charged 
to factory burden when liquidated, the valuation of inven- 
tory on the basis of manufacturing costs would be inflated 
by the relative amount of development and research ex- 
pense included therein. 

3. Development work on products already manufactured 
covering minor changes and improvements would be 
charged generally to manufacturing expense. 

4. Pure research, assuming that such research is not directly 
associated with regular manufacturing processes or prod- 
ucts, may be charged to administrative expense or directly 
to profit and loss as an income deduction. 


Accumulation by Product Classes 


We classify our development expenses under two general heads: 
(1) class of expenditure (i.e., drafting labor, experimental labor, 
royalty and legal expense, patent depreciation, etc.), and (2) class 
of product, of which there are approximately twenty-five subdi- 
visions. In a report prepared monthly, (Exhibit 1), expense thus 
accumulated by class of product to which it applies, is shown for 
the current month and the current year to date. Liquidations of 
development expense by class of product are at specified liquidation 
rates applied to and added to the factory cost of sales billed by 
classes. The details of liquidation by product classes is shown on 
the back of this report. In establishing these liquidation rates there 
are a number of conditions that govern, such as the amount ex- 
pended for development, anticipated sales and what the traffic will 
bear. The success of the development project can only be deter- 
mined as time passes. In any case, by accumulating development 
expenditures by product classification and liquidating this expense 
as merchandise is sold, we are able to determine the degree of suc- 
cess of individual development projects. Even though it may be 
true that the strong will carry the weak, this situation is at least dis- 
closed and accordingly kept in hand better by having this informa- 
tion available. 

In discussing recently with one successful manufacturer the 
policy followed by his company in accounting for development 
expenditures, I learned that this manufacturer charged all such 
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APPLIED APPARATUS EXPENSE 


Budget of A. A. E. Charges 


PLAINVILLE & LUDLOW PLANTS Month of 194 
This Last Year to Date 
SUMMARY Month Month This Year Last Year 
Weeks Weeks Weeks Weeks 
AL A. E. Charges 
M-1 Tool Expense 
M-2 Patent Deprec. 
M-3 Drafting 
M-4 Engineering 
M-5 Royalty and Legal Expense 
M-6 Miscellaneous Expense 
M-7 Field Service 
Total Charges 
A. A. E. Liquidations 
Unliquidated Balance 
For Period (Overliquidated in Red) 
‘ 
Factory Cost of Sales and Ratios 
Factory Cost of Sales ( Not inc. A.A.E.) 
Ratio to Factory Coxt of Sales 
Total A.A.E. Charges 
Total A.A.E. Liquidations 
Budget and Realization of Charges 
This Mont Weeks This Year Weeks 
Budget Over oF Under Budget 7 or Under 


M-1 Tool Expe 
M-2 Patent Depree 
[ 4 
M-4 gin 4 
M Legal Exper 
1-6 Mis 
M-7 Field Service 
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expense currently into the factory overhead and that only one 
general factory overhead was used for the entire plant. The ar- 
gument advanced for this policy was that a departmental subdi- 
vision of factory overhead and a classification or deferment of 
development expenditures, would in no way change decisions 
made by them based on available information under their system, 
and further that maintaining such elaborate records was costly and 
would be confusing to them. Their viewpoint was that manage- 
ment would not benefit by this added information. This illus- 
trates that there are two contrary schools of thought as to what 
may be considered as adequate treatment in the disposition of re- 
search and engineering costs. However, from the standpoint of 
obtaining accurate costs, the classification and distribution of these 
costs by product classification is certainly a desirable refinement. 

Reference might be made at this point to the policy followed in 
the disposition of development expenditures for tax purposes. It 
had been our consistent policy to include all such expenditures as 
current deductions for tax purposes. This corresponded with the 
write-off of any such unliquidated expense at the end of the year 
to the reserve account set up for that purpose. However, with 
the mounting government debt and mounting taxes, and regard- 
less of any consistent practice followed, tax examiners have re- 
ceived their instructions to defer some of this expense when they 
could find some excuse for so doing. A large part of this expense 
represents necessary and ordinary expense of doing business and 
there is this argument in favor of charging currently to factory 
overhead all such development expenditures: By not setting up 
separate accounts for development expenditures as such, the 
amount of such expenditures and the period to which they apply, 
or might be applied, is not quite so obvious. 


Tool Costs 


At one time we included all tool costs as a part of development 
expense, but this policy has been changed and we now capitalize 
all tools, as previously defined, liquidating them through costs at 
an annual depreciation rate of 25 per cent. Our practice with 
respect to dies and tools is to classify them as uncataloged equip- 
ment (no physical inventory taken), keeping each year’s expendi- 
tures separate and liquidating the full year’s expenditures over 
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the depreciation period of four years. Individual job costs are 
accumulated for each die manufactured but in treating the annual 
investment in dies as uncataloged equipment, there are no adjust- 
ments made if individual dies should be discarded prior to the end 
of the four-year period. However, with our class of products 
this composite rate fits the conditions. 

The disposition of tool costs for standard products, if included 
as a part of development expenditures, or if capitalized and 
charged to operations through depreciation, presents no great 
problem, but the disposition of tool costs for special products re- 
quires special consideration. 

Naturally, it depends on trade practice within the industry 
whether tools manufactured for customers’ special products can 
be charged to the customer at a profit or at anything above cost. 
In our case, we are not in the business of manufacturing tools 
although we are reasonably competitive in the making of them for 
our own use. Where the customer is involved, our experience has 
been that we are lucky to obtain the full cost of tools. When or 
as we make a profit on special tools thus charged, we have no 
trouble in finding a place in our accounts to reflect such profit. 
We make no attempt to liquidate commercial or administrative ex- 
pense on tools thus sold. 


Special Tools for Customers’ Orders 

Generally, where possible, we endeavor to charge special tools 
made for customers’ orders to the first job lot of material manu- 
factured and shipped. The cost of such tools as charged would 
be represented by the material used, direct labor in making, plus 
the regular liquidation of tool room overhead. In our case, since 
we are not in business to manufacture tools, we do not generally 
class this part of the transaction under sales. If, on the other 
hand, the manufacture of certain tools, templates, etc. represents 
a small part of the total cost of manufacturing the merchandise 
called for on the job, this would be included in the regular factory 
cost of the job and the total selling price received would be pre- 
sumed to include the necessary allowance to liquidate the cost of 


tools. 
The manufacturer who faces these conditions as an every-day 
proposition would find, no doubt, that a different treatment of these 
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special tools costs would be warranted. It might be found that a 
separate sales classification for tools in which the cost and a por- 
tion of the selling price is segregated, may be the answer. Under 
this treatment a lower rate of commercial overhead may be ap- 
plied to such sales if the facts justify this procedure. 

In the accumulation of special tool costs, there is no problem 
if the making of special tools is segregated in a separate depart- 
ment, in which case an overhead rate can be established on the 
basis of that department’s operations. However, where there is 
only one tool room engaged in the making of tools for both stand- 
ard and special products, with the customer paying part or all of 
the tool costs, we are faced with another situation. 

Obviously, if the customer is to pay for the cost of special tools, 
the accumulated cost for the special merchandise manufactured 
therefrom should not absorb tool depreciation or maintenance 
charges, applicable to standard products under the various manu- 
facturing departments, through which both special and standard 
products may pass in the course of their manufacture. 


Use of Separate Overhead Rates 


What we must then decide is how to separate the wheat from 
the chaff. If conditions make this separation possible, we have no 
problem; but if they don’t, it would seem that the answer is that 
we can’t make a clear-cut separation. An alternative in this case 
is the setting up of two separate overheads in the one tool depart- 
ment determined by an analysis of the overhead expense as ac- 
cumulated. In making this analysis and in determining the normal 
overhead rate to be applied to special products where tool costs are 
absorbed by the customer, the regular depreciation and mainte- 
nance charges would be eliminated. 

By way of illustration, we have a branch porcelain plant which 
manufactures electrical porcelain for the home plant and other 
porcelain accessories for direct sale to customers. Porcelain 
molds for the electrical porcelain used by the home plant are cap- 
italized and included in the assets of the home plant, which is the 
practice generally followed for investment in porcelain molds or 
molds for plastics such as bakelite, cold molded material, etc. In 
the case cited, obviously the home plant should not be charged with 
depreciation and maintenance costs of molds used on products for 
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To a news photographer, 
“CHEESECAKE” means 
pictures of legs 


Publicity men have 
long known that photo- 
graphs of bathing- 
suited beauties make 
tourists and vacationists 
change long-laid plans. 
Such photographs 
are known to news 
photographers as 
“cheesecake.” 


Toa business man, 


“COMPTOMETER 
ECONOHY” means 


Sccurate figures 


faster with less eye 


and nerve Strain 


NO CIPHERS appear on 
Model M answer dials unless 
they are part of actual answer! 
The answer, for example, used 
to read 00000054520. Now it 
reads 54520. 


The latest improvement in the 
Model M Cushioned-Touch 
Comptometer is the elimination of 
all ciphers in the answer-register 
which precede the actual answer. 
Eye travel (an important fatigue 
factor) is limited to the length of 
the answer, instead of to the full 
width of the machine. Likelihood 
of error, in reading answers, is re- 
duced. Figure-work cost is decreased. 

Along with the Comptometer’s 
exclusive Controlled-Key safe- 
guard, which eliminates errors due 
to faulty key-manipulation, this 
newest Comptometer improvement 
is finding high favor with office 
appliance operators. 


With executives, concerned with 
end-results, this improvement is 
one more reason for specifying 
Comptometer adding-calculating 
machines and methods for all phases 
of simple or complex figure work. 

Your Comptometer representa- 
tive is prepared to demonstrate 
“Comptometer Economy” on your 
specific figure-work problems. 
Telephone him—or write to Felt 
& Tarrant Mfg. Company, 1715 
North Paulina Street, Chicago, III. 


COMPTOMETER 


REG. U.S. PAT. OFF. 


ADDING-CALCULATING MACHINES 
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N.A.C.A. ACTIVITIES 
AND THE MEN IN CHARGE 


This is the third in a series of articles devoted to a description of 
the several departments through which N. A. C. A. activities are 
directed. Each month one of the directors in charge of a depart- 
ment describes the work of his department and its relation to the 
other activities which make up N. A. C. A. This section of the 
Bulletin has been instituted in order that members might become bet- 
ter acquainted with the way in which these departments operate and 
at the same time come to know better the directors in charge. This 
month Wyman Fiske gives you a well-rounded picture of the work 
of the Publications Department. 


THE DEPARTMENT OF PUBLICATIONS 


We are an Association, that is, a group that has combined for mutual 
service and co-operative effort. One of the obvious services which the 
local and national organizations can perform is to search out and make 
available to all, solutions of problems faced by all or large sections of our 
membership or interesting methods used to accomplish results. That is the 
essence of the publications activity. It is one of the devices (the chapter 
meetings are another) by which the experience of individual members, and 
of others active in industrial accounting, are shared by all members. To 
be efficient it obviously must be organized and operated from National 
Headquarters, for it must be able to reach all potential sources and then 
to distribute its findings to all members. 

Publications forms the most direct contact of National Headquarters 
with the individual member. For members out of chapter territory it is 
the only regular service received. As such it is perhaps a more gencrally 
understood national activity than some which are indirect in the sense that 
they assist local chapter organizations toward efficient operation. Neverthe- 
less, the successful operation of the publications department is a more 
complicated task than many of us appreciate. 

In the first place, our publications program is many-sided. There is, 
first and foremost, the regular semi-monthly issue of technical bulletins. 
These are supplemented by separate sections of Chapter News Notes, 
Forum Discussions, and Digests of Industrial Accounting Literature. The 
annual Year Book is also prepared for publication by the Department. 
From time to time, there have been other special issues, such as the volume 
of papers on reports for executives and the special preprint of Mr. Rus- 
sell’s paper on Problems Raised by Government and War Orders. 

To accomplish all this we depend not only upon the National Head- 
quarters organization but upon sixty-seven local chapter directors of pub- 
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lications. These local directors are our contacts to search out and obtain 
papers on topics of interest to our membership. They know their terri- 
tory industrially. They know where the problems are and who can best 
offer constructive solutions and suggestions for better methods. They 
assist in the preparation and editing of papers and transmit them to New 
York for possible inclusion in our publication program. 

Nor should we forget the hundreds of individuals who serve their fellow 
members by giving the time and energy to make available to others their 
own experiences. Their efforts are voluntary and without reward other 
than the personal satisfaction of a job well done. Inevitably some papers 
must fail of publication, for our Bulletin can include only fifty or so papers 
a year. The authors of unpublished papers have nevertheless contributed 
much for they give us a wider selection from which to choose the most 
timely and significant for distribution to our members, and they help their 
own chapters towards a more all-round performance. To authors of papers 
we must add the authors of letters and comments appearing in the Forum 
section, a division of our activities which has an increasing importance. 

In the New York office, the Research and Technical Service Department, 
under the able leadership of Dr. Marple, performs the difficult task of 
selection and preparation of papers for publication in the Bulletin and in 
the Year Books. Only those who have had a hand in the regular prepara- 
tion of material for periodical publication can appreciate the problems faced 
by Dr. Marple and his assistants in their effort to maintain a constant 
flow of high quality material of interest to the maximum number of num- 
ber of members at all times and to all members at close intervals. | 
believe their success is self-evident. 

Currently almost 10,000 copies of our publications are being regularly 
printed and mailed. In other words, the experiences of authors are being 
multiplied and made available to almost 10,000 other members. Were our 
Association to do nothing else, it would be more than justified by this 
alone. It is a co-operative effort of the highest type. 

Wyman P. Fiske, 


National Director in charge of Publications. 
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WYMAN P. FISKE 
National Director in charge of Publications 

Almost from the beginning of 
his membership in N. A. C. A, 
Wyman Fiske’s name has been as- 
sociated with publications. Join- 
ing the Association in 1930, he 
was appointed chapter Director 
of Publications for the Boston 
Chapter later that year. He con- 
tinued his interest in the publica- 
tions activity while serving as 
Vice President of his Chapter in 
1931-32 and as President in 1932- 
33. Elected to the National Board 
in 1937, his interest in this sub- 
ject was soon recognized with the 
result that he is now serving his 
third term as National Director 
of this important activity. But 
Wyman has been as interested in 
participating as in directing. Sev- 
eral articles by him have been 
published in the Bulletin. Both 
in 1939, when he served as a 
member of the Technical Pro- 
gram Committee for the Atlantic 
City Convention, and last year, 
when he served as Chairman of 
the St. Louis Convention Tech- 
nical Program Committee, the Year Books reflected the contribution made 
by him and other members of the Program Committee. 

A graduate of Harvard College and the Harvard Graduate School of 
Business Administration, our Director in charge of Publications, except 
for a period devoted to acting as Office Manager of the Boston Office of 
the Amoskeag Mfg. Co., has been engaged in the teaching of accounting. 
Prior to his present affiliation with the Massachusetts Institute of Tech- 
nology, he served for five years as Instructor of Accounting at the Har- 
vard Graduate School. For the past two years, in addition to his teaching 
duties as Professor of Accounting, he has served as Director of the Spon- 
sored Fellowship Program at M. I. T. 

In addition to his other obvious qualifications as National Director in 
charge of Publications, Wyman Fiske is from Boston, the city which has 
provided the National Publications Director for seven of the last ten 
years. Members of N. A. C. A., appreciative of the high standing of our 
publications, know him as a worthy successor to the office formerly held by 
those other eminent Bostonians, Tom Sanders and Dick Fletcher. 
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OUR OPEN FORUM 


This section of the Bulletin is available to all for the informal dis- 
cussion of technical matters of interest to our members. Included 
here will be comments on articles in Section I, ideas and suggestions 
arising out of these articles, and other correspondence in which our 
members are likely to be interested. The ideas expressed will be 
those of the individual correspondents, and all shades of opinion will 
be welcomed to the extent that the ideas expressed are constructive 
and of general interest. 


INcoME TAXEs IN Costs 


Editor, N. A. C. A. Bulletin: 

Mr. Byerly’s letter in the October 1, 1940 Bulletin concerns a matter 
which was discussed exhaustively but inconclusively at the annual conference 
at Atlantic City in June, 1939. 

At that conference the question was posed as to whether the Federal 
income tax was includible in cost, and the report on the discussion in the 
1939 Year Book indicated that half of those present considered that it was. 

In a report on accounting practice of manufacturing companies, in the 
N. A. C. A. Bulletin of October 1, 1938, only eleven of 647 companies 
reporting indicated that they included Federal income taxes in manufac- 
turing costs on their financial statements. However, as Mr. Byerly points 
out, other treatment is required for statements for S. E. C. and other pur- 
poses, and the 1938 survey need not be taken as general practice in the 
determination of costs of products sold. 

If we assume for discussion purposes that Federal income tax is a proper 
element of cost, there remains only the problem of a method of allocating 
the total tax expense to operations or products. The Atlantic City dis- 
cussion indicated some knotty problems involved in such allocation, al- 
though of course difficulty per se is no valid reason for abandoning the 
problem. Mr. Byerly’s suggestion with respect to unallowed depreciation 
suggests relating the allocation to differences between taxable income and 
book income. 

Taxable income and book income seem to be drawing further apart with 
each revenue act and amendment to the Internal Revenue Code. Almost 
every corporate taxpayer of any size has an imposing list of items of 
income or deductions which are partly or wholly excluded from the com- 
putation of taxable income. In addition, the ultimate income tax rate is 
affected by many factors other than the existence of income, such factors 
including the total amount of income (the “penalty on bigness” in the 
Second Revenue Act of 1940). 

As a result of these complexities, it appears to me that any attempt to 
assign portions of the tax expense to operations or products, dependent 
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upon the extent to which related items of income or expense affect taxable 
income, will lead to such complexities and arbitrary assumptions as to 
position of the items in the various tax rate brackets as to make the result 
unuseable for cost purposes. 

Might not a solution be found in the theory that the income tax is a 
charge upon the net income of the taxpayer, determined by a formula con- 
tained in the taxing statute? This formula embodies many factors, but 
still is designed primarily to determine the amount of that income which 
is to be taken as a tax. The formula for the 1940 Federal income tax, 
for example, will be affected by the nature of income and expenses from 
manufacturing, investments and all other activities, the form of the tax- 
payer’s organization, the amount of profits earned, the earnings of past 
years, the amount and nature of the capital invested, etc. Regardless of 
the clements of the taxing formula, or the changes in the law from year to 
year, the effect is to levy a tax on the net income of the taxpayer, which is 
the available fund for payment of the expense. 

Perhaps this theory might be extended to consider that the tax is levied 
on gross income rather than net income, in accordance with the proposition 
that the Congress has power to levy an income tax on all income and that 
deductions are a matter of legislative grace. This would recognize the 
possibility of having a taxable income but no book income, as cited by Mr. 
Byerly. 

The application of income tax expense to products or operations is a mat- 
ter for study of specific cases. An interesting discussion of this problem 
will be found in the N. A. C. A. Bulletin of December 1, 1936, in an article 
by Mr. Arisman of Armstrong Cork Co. 

L. Mrts, 


New York Chapter. 


Suppcies INVENTORIES ON THE BALANCE SHEET 


Editor, N. A. C. A. Bulletin: 

Should inventories of supplies be considered as current assets? There 
seems to be a difference of opinion whether such items belong among cur- 
rent assets or deferred charges. Due to the use of prescribed accounting 
systems, public utilities are consistent in treatment of all classes of inven- 
tories as current assets. In looking over a sizable number of balance sheets 
(other than public utilities) in S. E. C. reports, I find a large majority 
include supplies among the current assets. Many of these balance sheets 
segregate the inventories into groups showing the amount of supplies sepa- 
rately. A few show such segregation in a balance sheet note. One bal- 
ance sheet shows among Other Assets, “Parts for discontinued models.” 
Several of the balance sheets show supplies among Deferred Charges 
or Prepaid Expenses, together with prepaid insurance, taxes, etc. The 
United States Steel Corporation balance sheet shows a separate non-cur- 
rent item, “Other Assets—Inventory of sundry operating parts, supplies, 
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etc.” Pan-American Airways Corporation show their inventories directly 
following current assets. 

We have been told, I believe, that current assets are those that will be 
converted into cash in a comparatively short time. Under this maxim, sup- 
plies that will not be converted into saleable merchandise would not be 
current assets. It follows that the nature of the supplies should de- 
termine whether or not same are of a current nature. Thus repair parts 
for plant assets seem definitely to be non-current; factory supplies might 
be current; and saleable scrap would be current. Since various and sundry 
items that will not be converted into cash within a year are often found 
among current assets, I suppose the inclusion of supplies in this category 
is likewise tolerated. My observation has been that the treatment of sup- 
plies inventory on the balance sheet is largely a matter of precedent for a 
given company. Once a resting place is established for certain items 
on the balance sheet, it becomes very difficult to dislodge the usual order. 
Wherever the supplies inventory is finally shown on the balance sheet, I 
believe that it should at least be set out as a separate item. 

Rocer A. SEEBE, 
New York Chapter. 


Dallas Chapter Officers and Directors 


Listed below are the Officers and Directors of the recently formed Dallas 

Chapter : 

President—Roy Giddens, Texas Bitulithie Co., 111 Commerce St. P. O. 
Box 5297, Dallas, Tex. ; 

Vice Presidents—Donald S. Grubbs, Oil Well Supply Co., P. O. Box 478, 
Dallas, Tex.; Louis G. James, Lone Star Gas Co., 1915 Wood St., 
Dallas, Tex. 

Treasurer and Secretary—Cecil Baugh, Baptist Standard Publishing Co., 
211 Burt Bldg., Dallas, Tex. 

Directors 

Employment—H. E. Hartfelder, Oak Farms, Ltd. 1114 N. Lancaster, 
Dallas, Tex. 

Meetings—E. R. Boyd, C.P.A., Republic Bank Bldg., Dallas, Tex. 

Member Attendance—H. A. Yeats, Southwest Wheel Co., Inc., 2500 Com- 
merce, Dallas, Tex. 

Membership—E. P. Green, Peat, Marwick, Mitchell & Co., 605 Santa Fe 
Bldg., Dallas, Tex. 

Program—Stuart Arthur, Lybrand, Ross Bros. & Montgomery, First Na- 
tional Bank Blidg., Dallas, Tex. 

Publications—David H. Stanley, Housing Authority, City of Dallas, Dal- 
las, Tex. 

Publicity—T. R. Murtha, Atlantic Refining Co., P. O. Box 2819, Dallas, 
Tex. 
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Employment 


Man Available 


Listed below is a short summary of the employment record of one of 
our members who is now available for employment. A complete file: of 
men is maintained at Headquarters. Upon request, digest of the records 
of men available and qualified for the positions to be filled will be furnished 
employers. 


No. 1475—Cost ENGINEER and ACCOUNTANT seeks position with an Indus- 
trial Company. Thoroughly grounded and experienced in Production and 
Distribution Costs, Accounting, Budgets, Motion-Time Study and Method- 
Standardization, Incentives, Production Planning and Control, Office Pro- 
cedure and Organization. Fifteen years’ experience with manufacturers and 
consultants. Executive ability to obtain objectives. (A temporary position 
for installation work acceptable.) Salary commensurate. Locate anywhere. 


Notes 


“Sources of Regional and Local Business Statistics” is the title of a 
report issued recently by the Bureau of Foreign and Domestic Commerce 
of the U. S. Department of Commerce. In this report are listed all sources 
of current business statistics which are available for states, cities, coun- 
tries and miscellaneous regions and districts. The report is in two parts. 
Part I lists the localities and regions for which data are available cur- 
rently, with the statistical series pertaining to each; Part II lists all sources 
used with the key assigned to each for reference purposes. Copies of this 
report can be obtained for 30 cents each from the Superintendent of Docu- 
ments, Washington, D. C. 

* * * * * 


The annual conference of the Finance Division of the American Man- 
agement Association has been set for January 22 and 23 at the Hotel 
Roosevelt, New York City. Sessions are being held on the following sub- 
jects: New Concepts of the Functions and Responsibilities of the Financial 
Executives, More Effective Use of Financial Control, Current Tax prob- 
lems, Financing Our Defense, and Popularizing the Annual Report for 
Employees and Stockholders. 

* * * * 


There has recently been issued as No. II of the College of Commerce 
Conference series of Ohio State University publications, the “Proceedings 
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of the Third Annual Institute on Accounting” held at the University on 
May 17 and 18, 1940. The proceedings contain the following addresses 
delivered at the Institute: 
Accounting Reports—William A. Paton 
Published Financial Statements—Victor H. Stempf 
Audit Reports for Management—Maurice E. Peloubet 
Current Trends in Accounting and Auditing Methods of 
Companies Listed in the New York Exchange—John 
Haskell 
* * ‘ 

Reports for ten industries have thus far been issued in the Federal Trade 
Commission’s project for the collection of annual financial reports from 
a large number of industrial corporations operating in many of the principal 
industries of the United States. These reports include an analysis of the 
combined financial data of principal manufacturers operating in each in- 
dustry under discussion and important financial ratios derived from these 
data. The reports already published in this series include the following 1n- 
dustries: aircraft, cigarette and tobacco products, coke-oven products, bread 
and bakery products, lead and zinc, agricultural machinery and tractors, 
food specialties, glass and glassware, automobile parts and accessories, corn 
products, steel castings, biscuits and crackers, heating and cooking apparatus 
(except electric), rubber products, and domestic laundry equipment. These 
Industrial Corporation Reports are available from the Federal Trade Com- 
mission, Washington, D. C. 

The “Ice Cream Sales Index, January 1 through August 31, 1940,” a 
statistical analysis of ice cream sales in 1940 compared with 1939 for the 
United States and Canada is now available from the International Asso- 
ciation of Ice Cream Manufacturers, 1105 Barr Bldg., Washington, D. C. 
for the price of $1.00. 
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Notes on Current Literature 


AUDITING THEORY AND PRACTICE. Sixth Edition. Robert H. 
Montgomery. Ronald Press Co. 15 E. 26th St. New York, N. Y. 
1940. viii, 692 pp. $6.00. 


The fifth edition of Col. Montgomery’s text on auditing was published 
in 1934. The past seven years have witnessed many developments in the 
field of auditing, but as Col. Montgomery points out, these developments 
have been changes in practice and procedure rather than changes in the 
fundamental principles of public accounting. The present edition, therefore, 
is essentially a bringing up to date of the fifth edition so far as auditing 
practices and procedure are concerned. There has been no important 
change in the organization of the book, but much of the material has been 
rewritten in the light of recent developments and in line with current 
thought on the accountant’s responsibilities and the methods for meeting 
them. Undoubtedly this edition, like the former one, will come to be 
recognized as the most important guide of the professional accountant and 
the favored auditing text of our colleges and universities. 


ADMINISTRATIVE COST ANALYSIS FOR NURSING SERVICE 
AND NURSING EDUCATION. Blanche Pfefferkorn and Charles 
A. Rovetta. American Hospital Association, 18 E, Division St., Chi- 
cago, Ill, and National League of Nursing Education, 50 W. 50th 
St., New York, N. Y. 1940. xi, 202 pp. $2.00. 


This report is a valuable reference and guide in its particular field and 
is presented in three parts. 

Part I, Scope of Study and Accounting Principles Applied to Nursing 
Service and Nursing Education, deals with accounting problems involved 
in determining nursing service and nursing education costs and certain 
important principles that underlie cost methods and affect cost results. 

Part II, Results of Investigations, presents the statistical results of the 
studies basic to a reliable cost analysis and essential to cost comparisons. It 
also includes an interesting chapter on the comparative costs in three insti- 
tutions. 

Part III, Cost Procedures, describes in detail the accounting procedure 
developed by the Committee, applies the procedure to an actual institution, 
and outlines methods for determining nursing facts essential to the account- 
ing plan. Of particular interest is the concluding chapter which empha- 
sizes the significance of cost accounting as a basis for administrative 
budgeting. 

A general summary includes suggestions as to general principles and 
methods that will facilitate the operation of the accounting plan. 
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CREDIT MANUAL OF COMMERCIAL LAWS—1941. National Asso- 
ciation of Credit Men, 1 Park Ave., New York, N. Y. 1940. vi, 793 


pp. $6.50. 


This annual publication brings up to date current developments and regu- 
lations in the fields of commercial law and serves as a convenient guide 
to credit and business executives. 

The 1941 volume is divided into seven subject headings, as follows: 
Part I, Making the Sale; Part II, Secured Sales; Park III, Collecting the 
Account; Part IV, Insolvency; Part V, Credit Protection on Public 
Works; Part VI, Federal Regulations Affecting Trade; Part VII, Legal 
Forms and Index. 


Recent Additions to Our Research Library 


PROCEEDINGS OF THE 1940 ANNUAL CONFERENCE. Life Of- 
fice Management Association, 110 E. 42nd St., New York, N. Y. 
1940. 277 pp. $5.00. 
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CURRENT COST LITERATURE 


This listing, published on the first of each month, contains all the avail- 
able references to cost articles and cost material published for the most part 
during the past month. References are secured from periodicals received 
at National Headquarters, and also from the Industrial Arts Index, pub- 
lished by The H. W. Wilson Co., 950 University Ave., New York, N. Y. 

To secure a copy of any of the publications here referred to, order direct 
from the publisher. Addresses of periodicals referred to will be found at the 
end of the references listed. 


CERAMIC PLANTS 


Paisley, J. R. How to Operate a Clay Plant Cost System from the Stand- 
point of Taxes. Brick & Clay Recorder. November, 1940, pp. 40, 42 +. 


COST ACCOUNTING 
Reece, J. A. Costing—Marginal and Conventional. The Cost Accountant. 
October-November, 1940, pp. 63-64. 

A review of the comparative advantages of each type of costing. 
DEPRECIATION, MAINTENANCE & REPAIRS 
Murdoch, J. H., Jr. Use and Abuse of Depreciation. American Water 

Works Association Journal. October, 1940, pp. 1647-65. 
Ready, L. S. Sinking-Fund v. Straight-line Depreciation Accounting. Pub- 
lic Utilities. October 24, 1940, pp. 570-82. 
INDUSTRY—GOVERNMENT REGULATION 


Ginder, W. R. Streamlining Defense Contracts. Journal of Accountancy. 
December, 1940, pp. 501-4. 
Importance of a pre-audit; organization of constructing quartermas- 
ter’s staff; accounting and auditing branch; organization of field audi- 
tor’s staff. 

Kelly, Lincoln G. Accounting and Auditing under Cost-Plus-a-Fixed-Fee 
Contracts. Journal of Accountancy. December, 1940, pp. 496-500. 


INSURANCE COMPANIES 
Surplus on Balance-Sheet of Insurance Company. Journal of Accountancy. 


November, 1940, p. 460. 
INVENTORY CONTROL 


Davidson, G. M. and Hansen, W. S. Tool Control Halves Inventory. Fac- 
tory Management & Maintenance. December, 1940, pp. 70-71. 
LABOR—WAGE SYSTEMS 
Mills, N. G. A Point Plan for Rating Jobs. Factory Management & 
Maintenance. December, 1940, pp. 61-68. 
A practical point plan that helps to rate factory jobs according to 
skill, effort and working conditions. 
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A FEW OF THE MANY pont. 
BURROUGHS OFFERS 
FOR LOWERING TODAY'S COSTS f 


ACCOUNTING 
way to reduce 
= contro! and all cost records. 


2) WAYS TO SAVE TIME 
IN AN OFFICE 
Thirty basic suggestions for eliminating 


PLAN = Describes direct-to-the-answer meth- ] 
the unproductive operations that preven’ 


A practical 
\ ods for keeping complete records, 
employees from doing their best work. 


pAYROLL | 
During the coming year business will be faced LABOR 
with many new conditions, including an in- ACCOUNTING 
creased demand for more reports and statistics. cenniecs Booklets illustrate methods 


adopted by firms successfully 
meeting today's changing 


It is therefore important to consider practical 


suggestions for doing office work, and getting 
essential information, in less time, with less 


effort, and at less cost. 


To help you, Burroughs sepeesenentives offer 25 WAYS TO STOP 
their experience and technical knowledge of A) PROFIT LEAKS 
A booklet for retailers. Shows how 


lowering office costs or meeting changing to discover ond stop the leaks and 
losses that eat into retailers’ profits. | 


machines, applications and procedures for 


business conditions. 


This timely service is available to you. Call 


Burroughs today—there’s no obligation. Check on the coupon the booklets 
you wish, or name the subject on 
which you want specific information. 


Tox iS BURROUGHS ADDING MACHINE COMPANY 
bday 6007 Second Avenue, Detroit, Michigan 
Please send booklets 1() 20 30 40 
urrouw 
Name 


Firm. 


DOES THE WORK IN LESS TIME + WITH LESS EFFORT + AT LESS COST Address 


j 
w 


RS’ 


January 1, 1941 N. A. C. A. Bulletin 


PRODUCTION CONTROL 


Robinson, J. W. Small Plant Can Have Production Control Too. Factory 
Management & Maintenance. November, 1940, p. 64. 


Samson, J. B. Some Factors Affecting Economic Production, Engineer. 
September 20, 1940, pp. 181-83. 


PUBLIC UTILITIES 
See Depreciation. 


ROADS AND HIGHWAYS 


Tonkinson, James F., Jr. Uniform Cost Accounting for Road Builders. 
Pathfinder Service Bulletin. November, 1940, pp. 1-8. 
Monthly accumulations and net totals; contract cost records; plant 
records general ledger; suggested forms of daily reports; monthly 
reports; forms illustrated. 


STANDARD COSTS 


Patton, D. R. Principles of Standard Costs. Cost and Management. No- 
vember, 1940, pp. 292-307. 
Procedure involved in compilation of standard costs; cost ratios; re- 
sponsibility for variances; disposition of variances in accounts; stand- 
ards in valuation of inventories and as basis for selling price. 


STATEMENTS—FIN ANCIAL 


Foulke, Roy A. The Financial Statement of the Future. Dun's Review. 
December, 1940, pp. 12-18. 
An accounting survey report and new financial ratio figures for whole- 
sale and retail trades. 


TAXATION 


Blakey, R. G. and Blakey, G. C. Two Federal Revenue Acts of 1940. The 
American Economic Review. December, 1940, pp. 724-35. 

A critical analysis. 

Cooper, Walter A. Excess Profits Net Income and Exemptions under the 
Income Method. Journal of Accountancy. December, 1940, pp. 505-26. 
The chart annexed, form “A” and its implications; “constructive” base- 
period income; abnormalities with respect to current year income; ad- 
justment for capital additions or reductions; the tax computation; 
reorganizations, etc. 

Lasser, J. K. What the New Excess Profits Tax Requires and Permits. 
Dun’s Review. December, 1940, pp. 18-24. 

The law in brief, what it intends, and the two methods it allows for 
computing the tax. 

Articles on Second Revenue Act of 1940. New York Certified Public Ac- 
countant. December, 1940. 

Articles dealing with various aspects of the new excess profits tax. 
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MARCHANT 


METHOD 


Percentage of Markon Depart- 
mental Purchase Records — 
Departmental Stock Ledger— 
Merchandise Office Approval of 
Pre-Retailed Buyer’s Order. 


REMARKS:—A most frequent cal- 
culation in department store work 
is that of determining the % 
Markon when given Retail and 
Cost. % Markon is the % that 
the difference between Retail and 
Cost bears to Retail. 

EXAMPLE: — Retail 14,789.25, 
Cost 9,345.75. Find % Markon. 

OPERATIONS :—Decimals: Upper 
Dial 5, Middle Dial 7, Keyboard 


Dial 2. 
Manual Counter Control toward 
YOU may be justly proud of the operator. Use any model Mar- 
efficiency of your office personnel. chant. 
But actually you may be handicap- (1) Set up in Keyboard Dial the 
ping them by forcing them to work Cost (9,345.75) and with 
_ with calculators that LOAF on the carriage in 6th position add 
job vee calculating machines that into Middle Dial. On models 
require too many steps and too which do net provide for 
much time to get an answer. automatic clearance of Up- 
per Dial prior to division, 
MARCHANT CALCULATORS depress Minus Bar. 
SAVE STEPS (2) Set up in Keyboard Dial 
For example, take multiplication: one 
Marchant Calculators go direct to Cite. . . 
the answer in but two steps d 
P of decimal the Markon, 
.36808, written to report as 
delay... because the Marchant is 36.81% 
doing the multiplying during the 
time that the operator is enterin 
. ‘9 in Upper Dial at 3 enables direct 
the factors into the calculator. Si- reading as a percent. 
: “Dp: “a ecimals set at Upper Dia an 
this entry the Right Answer”’ in Middle Dial 6, and estimating the 
stantly appears. final by a at 
Work goes smoother. Operators mainder Fraction that appears in Mid- 
dle Dial above Keyboard Dial. (See 
are not fatigued...and there is Marchant Instruction Book, 1940 edi- 
greater figure output at the end tion, Page 35.) 
of each day. Models with Selective Carriage Tabu- 


lation should have Tab-Key depressed 
corresponding to position at left of 


MARCHANT CALCULATING MACHINE COMPANY 


HOME OFFICE: OAKLAND, CALIFORNIA, U. S. A. 


Soles Agencies ond Manufacturer's Service Stations 


Give Service Every where! 
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Richter, Robert M. Excess Profits Tax Computations for 1940. NOMA 
Forum. December, 1940, pp. 16-18. 
General outline guide for computation of tax. 


WAGES, SALARIES & FEES 
Carpentér, E. A. Controlling Costs on Multiple Machine Operations. Fac- 


tory Management & Maintenance. December, 1940, pp. 58-60 and 140. 


Drivers Paid on Piece Basis, Helps Safety and Efficiency. National 
Petroleum News, September, 1940, pp. 34-36. 


ADDRESSES OF PUBLICATIONS LISTED 

American Economic Review, 104 McGraw Hall, Cornell University, Ithaca, 
N. Y. ($1.25) 

American Water Works Assn. Journal, 29 W. 39th St., New York, N. Y: 
(50¢) 

Brick and Clay Record, Industrial Publication, Inc., 59 E. Van Buren St., 
Chicago, Ill. (50¢) 

Cost Accountant (The), Linksview, Sandy Lane, Kingswood, Surrey, Eng- 
land. 


Cost and Management, 66 King St., E. Hamilton, Ont., Canada. (50¢) 

Dun’s Review, 290 Broadway, New York, N. Y. (35¢) 

Engineer (The) 28 Essex St., Strand, London, W.C. 2, England. 

Factory Management & Maintenance, 330 W. 42nd St., New York, N. Y. 
(35¢) 

Journal of Accountancy (The), 13 E. 41st St. New York, N. Y. (35¢) 


Nat'l Office Management Assn. Forum c/o W. H. Evans, Secy., Peirce 
School, Philadelphia, Pa. ($1.25) 

National Petroleum News, 1213 W. Third St., Cleveland, Ohio. (10¢) 

New York Certified Public Accountant, 15 E. 41st St., New York, N. Y. 
(25¢) 

Pathfinder Service Bulletin, 330 N. Los Angeles St., Los Angeles, Calif. 

Public Utilities Fortnightly, Munsey Bldg., Washington, D. C. (75¢) 

Note: The prices given above, unless otherwise indicated, are for single 

issues only. When the annual subscription rate appears, the price of single 

issues is not listed. Where no price is given, the rate may be obtained by 

writing direct to the address listed. No attempt is made to price foreign 

publications because of fluctuating rates of exchange. 
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 FRIDEN 
A booklet, “FRIDEN 
Effort Savers”, contain- 
icemraes CALCULATING MACHINE CO. INC. 


all who use calculators FACTORY AND EXECUTIVE OFFICES e SAN LEANDRO. CALIFORNIA 


should be fomiliar, will SALES AND SERVICE IN ALL PRINCIPAL CITIES 
be mailed upon request. f 


such 
st 
| RECIATIONS 
| profits LOSSES 
pERcent INCREASES 
hen pERCENT DECREASES 
V 
consult your phone pook and call the FRIDEN rep- 
in your community for 
sion of the FRIDEN model best suited your work: 
| | 
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Applications for Membership 


The Executive Committee has ruled that the names and addresses of all applicants 
for membership in the Association shall be published in the Bulletins for two weeks 
in advance of the date on which they are sent to the Director in charge of Member- 
ship for approval. The following applications will be forwarded to the Director two 
weeks from the date of this Bulletin. Comments in regard to these applications which 
are received from members of the Association during this two weeks’ period will be 
attached to the application before they are forwarded to the Director in charge. 


Akron 
Clyde Vincent Cox, The General Tire & Rubber Co., Englewood Ave., 
Akron, Ohio. 
Joseph W. Roberts, 558 Dorchester Road, Akron, Ohio. 
Atlanta 
Raymond B. Brantley, Atlanta School of Commerce, 1000 Peachtree St., 
N. E., Atlanta, Ga. 
Baltimore 
Earl W. Hunter, Continental Can Co., Inc., 3500 East Biddle St., Balti- 
more, Md. 


Boston 
John I. Marder, Transcript Press, Inc., 420 Washington St., Dedham, 
Mass. 
Ralph S. Webster, Kendall Mills, West St., Walpole, Mass. 
Bridgeport 
Russell E. Morgan, 762 King St., Stratford, Conn. 
Brooklyn 
Joseph Ende, Price, Waterhouse & Co., 56 Pine St., New York, N. Y. 
Chicago 


Troy A. Chapin, Jr., The Celotex Corp., 919 N. Michigan Ave., Chicago, 
Ill. 
Robert J. Cooney, Central Y. M. C. A. College, 19 So. LaSalle St., 
Chicago, IIl. 
Columbus 
Raymond J. Hochadel, 1461 Ashland Ave., Columbus, Ohio. 
Dayton 
Edmund J. MacMahon, 14 West Ist St., Dayton, Ohio. (Company 
Transfer from C. Y. Coriell) 
Gordon E. Olson, Joyce Cridland Co., 2027 East First St., Dayton, 
Ohio. 
Robert J. Reece, Addressograph Sales Agency, 11 W. Monument Ave., 
Dayton, Ohio. 
Richard C, Saxton, 1840 King Ave., Dayton, Ohio. 
Pete L. Thompson, 245 Perrine St., Dayton, Ohio. 
Erie 
James Harris Laird, 621 Chestnut, Erie, Pa. 
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Grand Rapids 
Gerald L. Beebe, 1728 Peck St., Muskegon Heights, Mich. 


Greenwich 
Paul W. Holt, Janson Apts., Cross Highway, Westport, Conn. 


Hartford 
Richard T. Horner, 16 Torwood St., Hartford, Conn. 
Louis J. Ibbotson, Pratt & Whitney Div., Niles, Bement, Pond, Charter 
Oak Blvd., West Hartford, Conn. 
Charles E. Littel, Standard Register Co., 410 Asylum, Hartford, Conn. 


Houston 
Thomas E. Aimers, Brown Cracker & Candy Co., 603 Munger, Dallas, 
Texas. 
L. Warren Baker, H. A. Carter Co., 1104 Continental Bldg., Dallas, 
Texas. 


M. Cecil Baugh, 4128 McKinney, Dallas, Texas. 

Jerry M. Benthall, Haggar Co., 6113 Lemmon Ave., Dallas, Texas. 

H. H. Boyer, Sun Oil Co., Dallas, Texas. 

James W. Campbell, Jr., Standard Brands, Inc., 1010 Southland Life 
Bldg., Dallas Texas. 

Taylor M. Farris, Campbell Taggart Associated Bakeries, Inc., 6211 
Lemmon, Dallas, Texas. 

Arthur W. Fenton, Borroughs Adding Machine Co., 400 N. Akard St., 
Dallas, Texas. 

Tim K. Ferguson, 5347 McCommas St., Dallas, Texas. 

Laurence H. Fleck, School of Commerce, Southern Methodist Uni- 
versity, Dallas, Texas. 

R. R. Giddens, Texas Bitulithie Co., 111 Commerce, Dallas, Texas. 

L. J. Golden, Republic Natural Gas Co., 1505 Federal St., Dallas, 
Texas. 

Donald S. Grubbs, Oil Well Supply Co., P. O. Box 478, Dallas, Texas. 

Louis G. James, Lone Star Gas Co., 1915 Wood, Dallas, Texas. 

Claiborne H. Johnson, Fleming & Sons Inc., 1116 E. 12th St., Dallas, 
Texas. 

Fred A. Johnson, Felt & Tarrent Co., 521 Santa Fe Bldg., Dallas, 
Texas. 

Jack E. Kelley, American Liberty Pipe Line Co., 902 First Nat’l Bank 
Bldg., Dallas, Texas. 

Benjamin K. Kelly, 3400 Bryn Mawr Dr., Dallas Texas. 

E. W. Kerr, 903 So. Adams, Dallas, Texas. 

William O. Menefee, Vanatte Hosiery Mills, 6001 Maple Ave., Dallas, 


Texas. 

Thomas R. Murtha, The Atlantic Refining Co., P. O. Box 2819, Dallas, 
Texas, 

Henry Perry, Southwestern Bell Tel. Co., P. O. Box 1780, Houston, 
Texas. 
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Ralph W. Rager, Oilwell Supply Co., 2001 North Lamar, Dallas, 
Texas. 
Thurlan S. Ray, New York Mdse. Co., Inc., 1110 Commerce, Dallas, 
Texas. 
Robert G. Ridout, Campbell, Taggart Associated Bakeries, Inc., 6211 
Lemmon Ave., Dallas, Texas. 
Wilford L. Robinson, Seagoville, Texas. 
Donald F. Rowland, American Liberty Oil Co., 903 First Nat’l Bank 
Bldg., Dallas, Texas. 
James H. Squires, Oil Well Supply Co., 2001 N. Lamar St., Dallas, 
Texas. 
Clarence Thomas, Texas Farm & Ranch Pub. Co., 3306 Main St., 
Dallas, Texas. 
L. R. Verschoyle, Tex-O-Kan Flour Mills Co., 2701 Adams St., Dallas, 
Texas. 
Randolph Wallis, The Guiberson Corp., P. O. Box 1106, Dallas, Texas. 
Henry A. Yeats, 2500 Commerce, Dallas, Texas. 
Virgil M. Yost, American Liberty Oil Co., 904 First Nat'l Bank Bldg., 
Dallas, Texas. 
Jamestown 
William W. Koolage, Dresser Mfg. Co., 41 Fisher Ave., Bradford, Pa. 
(Company Transfer from Jack J. Seyffer) 
Kansas City 
George E. Geier, 5534 Michigan Ave., Kansas City, Mo. 
Kneeland W. Jones, A. E. Weltner & Co., 1020 Dwight Bldg., Kansas 
City, Mo. 
Los Angeles 
Thomas Blandi, California Consumer’s Corp., 230 West Jefferson St., 
Los Angeles, Calif. 
Robert J. Hopper, Ernst & Ernst, 1110 Fidelity Bldg., Los Angeles 
Calif. (Company Transfer from Ralph V. Hunt) 
Harry F. Ross, Borroughs Adding Machine Co., 747 So. Hill St., Los 
Angeles, Calif. (Company Transfer from O. B. Moore) 
Milwaukee 
Alexander Buel, Milwaukee Reliance Boiler Works, 2784 No. 32nd St., 
Milwaukee, Wis. 
William A. Gamble, Milwaukee Western Fuel Co., 2150 N. Prospect 
Ave., Milwaukee, Wis. 
Roger Jensen, 1925 Thurston Ave., Racine, Wis. 
New Hampshire 
Raymond E. Robbins, Geddes Oil Associates, P. O. Box 474, Keene, 


N. H. 
H. Walter Westman, 337 Lowell St., Manchester, N. H. 
New Haven 


William C. Davis, 318 Elm St., New Haven, Conn. (Company Transfer 
from Marcus Robbins) 
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New Orleans 
Albert G. Reynolds, William Helis, 912 Whitney Bldg., New Orleans, 
La. 
New York 
William H. Howe, 334 West 87th St., New York, N. Y. 
Edward Charles Liebermann, 39 Park View Drive, Park Ridge, N. J. 
George D. Mackenzie, 388 Eighth St., Brooklyn, N. Y. 
Frank R. McGuire, 32 Kiawn Ave., Frechold, N. J. 
Peoria 
Paul F. Bourscheidt, Central Illinois Hospital Service Assn., 703 
Central Bank Bldg., Peoria, Ill. 
Clair D. Weller, R. G. LeTourneau, Inc., Peoria, Il. 
Providence 
Anne A, Anderson, 294 Wayland Ave., Providence, R. I. 
Effie R. Fairley, 52 Tallman Ave., Cranston, R. I. 
Herbert E. Murch, Goodyear Footwear Corp., 44 Warren St., Provi- 
dence, R. I. 
Richmond 
Morgan D. Lalor, 1214 Laburnum Ave., Richmond, Va. 
Rochester 
Harold W. Bye, Atlantic Stamping Co., 156 Ames St., Rochester, N. Y. 
(Company Tranfer from C. T. Yates) 
St. Louis 
Oren D. Buchanan, Laclede Steel Co., Alton, Ill. (CompanyTransfer 
from Edward G. Johnson) 
Clarence J. Obermeier, 3829 Avondale, St. Louis County, Mo. 
South Bend 
Victor A. Doyno, 1350 Sorin, South Bend, Ind. 
Springfield 
Arlin M. Chadwick, Franklin Paper Co., Holyoke, Mass. (Company 
Transfer from A. R. Ingham) 


Utica 
Horace D. Woodcock, Forrest E. Ferguson & Co., Mayro Bldg., Utica, 
N. Y. 
Washington 


John S. Tipton, Welfare & Recreational Assoc. Public Bldg. & 
Grounds, 1135 21st St.. N. W. Washington, D. C. 
Edna J. Welch, J. S. LeFevre, Inc., 2007 K St., N. W. Washington, 
York 
Charles A Schoch, H. Wasbers’ York City Laundry Co., 30-40 E. King 
St.. York, Pa. 
Verne E. Waltimyer, Thompson College, 205 S. Geo. St., York, Pa. 
Outside Chapter Territory 
William W. Wolf, The Hubinger Co., 601 Main, Keokuk, Iowa. 
Yao L. Yang, 3 Seymour Terrace, Hongkong, China. 
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OFFICIAL 
N.A.C.A. LAPEL BUTTON 


Every member of the Association ought to 
have an Official Button to wear at Chapter 
meetings, National gatherings and other busi- 
ness conferences. 


These buttons are a reproduction of the seal 
of the Association in blue enamel on a gold 
plate base. They constitute a distinctive 
emblem—a worthy evidence of your affilia- 


tion with the N. A. C. A. 


The price is $1.50. Orders should be sent 
to National Headquarters accompanied by 
remittance. 


National Association of Cost Accountants 
385 Madison Ave., New York City 
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ANNOUNCING the New Monroe Adding-Calculator, 
Model AA-1 full pe through 


. .. Setting new standards in production and range of opera- 
tion — this newest Monroe Adding-Calculator marks the farth- 
est advance in the art of creating machines to do the figure 
work of business. Now, when figure work is at a peak, and 
lowering costs is so vital to profits, Monroe offers a complete 
range of machines, plus a nation-wide organization trained 
through more than a quarter century to speed output and cut 
the cost of figures. This service is at your disposal — call the 
nearest Monroe office or write to the Monroe Calculating 
Machine Company, Inc., Orange, New Jersey. 


ON OF MACHINES FOR CALCULATING, ADDING, 
BOOKKEEPING, CHECKWRITING 
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